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Comments sought on proposed policy statement 
concerning risk-based capital ...........................




The information contained in this report has been prepared from sources considered reliable, but its accuracy is not guaranteed by us 
and is NOT necessarily a complete summary of all available materials on the subject. Opinions expressed herein do not necessarily reflect 
Institute policy. Reproduction of these materials without prior approval of the AICPA is prohibited.
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1FEDERAL DEPOSIT INSURANCE CORPORATION
Public comments on a proposed statement of policy on risk-based capital are being 
sought by the FDIC. Office of the Comptroller of the Currency (OCC) and the 
Federal Reserve Board (see the 3/15/88 Fed. Reg.. pp. 8550-87). The risk-based 
capital framework reflected in the proposed policy statement was developed jointly 
with representatives from the FDIC, the Federal Reserve System and the OCC. The 
joint Federal Register notice includes a common preamble which describes the risk­
based capital framework, together with the proposed risk-based capital guidelines 
of each of the three agencies. According to the FDIC, this proposal is part of an 
ongoing effort by Federal banking agencies in the U.S. and foreign banking 
regulators which will result in the establishment and convergence of international 
capital standards for banks. The notice stated that the proposal would: 1)
establish a uniform risk-based capital framework, applicable to all federally- 
supervised banking organizations, that is more sensitive to credit risk factors, 
including off-balance sheet exposures; 2) encourage international banking 
organizations to strengthen their capital positions; and 3) mitigate a source of 
competitive inequality arising from differences in national supervisory 
requirements. The FDIC said that the proposed risk-based capital framework sets 
forth a definition of capital for risk-based capital purposes; a system for 
calculating risk-weighted assets by assigning risk weights to balance sheet assets 
and off-balance items; and a schedule, including transitional arrangements, for 
achieving a minimum supervisory target ratio of capital to risk-weighted assets. 
Individuals who wish to comment on the risk-based capital proposal may send their 
comments to the appropriate Federal banking agency at the following addresses: 
Hoyle L. Robinson, Executive Secretary, FDIC, 550 17th Street, NW, Washington, 
D.C. 20429; Docket No. 88-5, Communications Division, Office of the Comptroller 
of the Currency, 440 L'Enfant Plaza East, S.W., Washington, D.C. 20219, Attention: 
Lynette Carter; or William W. Wiles, Secretary, Board of Governors of the Federal 
Reserve System, 20th St. and Constitution Ave., N.W., Washington, D.C. 20551. 
Comments should be received no later than 5/13/88. Names of individuals in each 
agency who can provide additional information are included in the 3/15/88 Federal 
Register notice.
SECURITIES AND EXCHANGE COMMISSION
The 5th Annual Conference on Federal-State Securities Regulation sponsored by the SEC 
and North American Securities Administrators Association, Inc. (NASAA) has been 
scheduled for 4/18-19/88. in Washington, D.C. Representatives from the Commission 
and NASAA currently are in the process of formulating an agenda for the 
conference. At the conference, representatives from the two groups will divide 
into working groups to discuss the tentative agenda which consists of topics such 
as corporation finance, investment management, market regulation and oversight 
and enforcement. Generally, attendance is limited to representatives from the SEC 
and NASAA. However, each working group, at its own discretion, may decide to 
invite certain self-regulatory organizations to attend and participate in its 
morning session on 4/19/88. For further information contact Richard K. Wulff or 
John D. Reynolds at the SEC at 202/272-2644.
SMALL BUSINESS ADMINISTRATION
A nationwide series of conferences to provide information to small firms wishing to 
explore overseas markets is being sponsored by the SBA and AT&T. The two-day
2program, entitled "Small Business: The World Is Your Market," is designed to.
provide practical information about how to identify relevant overseas markets and 
how to obtain adequate financing, according to the SBA. The SBA said the program 
is designed for those new to exporting, current exporters seeking to increase or 
change markets or members of organizations that advise exporters. Foreign sales 
representatives and foreign embassy personnel will discuss export opportunities in 
their countries and representatives from the public and private sectors and 
academia will provide step-by-step guidance through the export process. 
Successful small business exporters will also be in attendance to share their 
experiences with conference participants. The locations and dates of the 
conferences are as follows: Atlanta, GA, March 24-25; New York City, April 20-21; 
Detroit, MI, May 23-24; Kansas City, MO, June 16-17; San Francisco, CA, July 28- 
29; Denver, CO, September 8-9; Boston, MA, September 15-16; and Houston, TX, 
September 22-23. For further information, please contact the nearest SBA office 
or the SBA's Answer Desk at 1/800/368-5855.
TREASURY, DEPARTMENT OF
Guidance regarding the definition of the term "tiered structure" under section 
444(d)(3) of the Internal Revenue Code has been released by the IRS in the form 
of an advance notice. The notice states that "an entity that is a partnership, S 
corporation, or personal service corporation will be treated as a member of a 
tiered structure if such entity directly owns any portion of a 'deferral entity,' 
or is directly owned (in whole or in part) by a 'deferral entity.' The term 
'deferral entity' is defined to include partnerships, S corporations, personal 
service corporations and certain trusts." The notice also contains two de minimis 
rules which "allow certain deferral entities to be disregarded for purposes of 
determining whether a partnership, S corporation, or personal service corporation 
is a member of a tiered structure" The de minimis rules are included in the 
"Detailed Guidance" section of the notice and will be included in forthcoming 
temporary regulations, the Service said. The notice, Notice 88-36, is scheduled 
to be published in Internal Revenue Bulletin 1988-13, dated 3/28/88. For further 
information after reading Notice 88-36, please contact Arthur E. Davis III at the 
IRS at 202/566-3238.
Guidance on effective dates and return filing requirements under the new generation- 
skipping transfer tax is the subject of temporary and proposed regulations issued 
recently by the IRS (see the 3/15/88 Fed. Reg., pp. 8441-51 and p. 8469). The 
regulations specify the time and manner in which a generation-skipping transfer 
must be reported to the IRS. The due date for a return depends upon the type of 
event that gives rise to liability for the tax. According to the regulations, 
generally the person liable for the tax is required to file the return. In the 
case of a direct skip, other than a direct skip from a trust, the transferor or 
the transferor's executor is generally liable for the tax and must make the 
return, the regulations state. In the case of a taxable termination or a direct 
skip from a trust, the trustee is liable for the tax and must make the return. 
The regulations provide that in a taxable distribution, the distributee is liable 
for the tax and must make the return. The regulations also provide guidance 
regarding the allowability of a transferor to elect to treat certain inter vivos 
and testamentary contingent transfers in trust for the benefit of a grandchild as 
a direct transfer to the grandchild qualifying the transfers for an exclusion of 
$2 million. The regulations also note that the generation skipping tax under 
prior law was repealed retroactively to 6/11/76. Taxpayers who have paid tax 
after the retroactive repeal date are entitled to a refund or a credit according 
3to the regulations. The regulations provide the time and manner of filing a claim 
for such refund. These regulations apply to all generation skipping transfers 
made after 10/22/86. Written comments and requests for a public hearing must be 
delivered or mailed by 5/16/88 and should be sent to Commissioner of Internal 
Revenue, Attention: CC:LR:T (LR-128-86), Washington, D.C. 20224. For further 
information after reading the temporary and proposed regulations, please contact 
Maurice B. Foley at the IRS at 202/566-4336.
Form 2553. Election by a Small Business Corporation, is being revised to incorporate 
provisions of Section 444 of the Internal Revenue Code, which were added to the 
code by the Revenue Act of 1987, the IRS announced recently. Section 444 
generally allows S corporations to elect to retain a fiscal tax year rather than 
change to a required calendar year. The IRS also said it is developing a new 
form, Form 8716, Election to Have a Tax Year Other Than a Required Tax Year, for 
use in making the section 444 election and will issue regulations under section 
444 "in the near future." The Service said until the revised Form 2553 and Form 
8716 are available, and the regulations published, corporations should continue to 
file Form 2553 in the same manner as before the enactment of section 444. The 
section 444 election may be made after Form 8716 is available and instructions on 
making the election will be provided in regulations or in a future announcement, 
the IRS said. Or, a corporation may indicate on Form 2553, or an attachment, its 
intention to make a section 444 election, although such notice is "not necessary," 
the IRS stated. The corporation may later decide not to make the election. 
However, the IRS noted, the corporation must file Form 8716 if it wants to select 
a fiscal year under a section 444 election. The IRS expects revised Form 2553 and 
new Form 8716 to be available in April. Copies of the forms and instructions will 
be available by calling the IRS forms number listed in local telephone directories 
under "United States Government, Internal Revenue Service." Announcement 88-49 is 
scheduled to be published in Internal Revenue Bulletin No. 1988-13, dated 3/28/88.
Teddy R. Kern. CPA, has been appointed assistant commissioner of inspection for the 
IRS. In this position, Mr. Kern will "help ensure and enhance IRS efficiency and 
integrity through activities conducted by the two inspection divisions, internal 
audit and internal security," the IRS said. The internal audit division 
independently reviews operations to assure that IRS carries out its duties 
properly and the internal security division is responsible for planning, 
developing, conducting, and controlling internal security activities designed to 
protect the integrity of the IRS, according to the Service. From 1980 until his 
present appointment, Mr. Kern served as director of the IRS Baltimore District, 
with responsibilities for Federal tax administration in Maryland and the District 
of Columbia. He also served as deputy assistant commissioner for employee plans 
and exempt organizations from 1977-1979, and as the assistant director of the 
Detroit District. Mr. Kern has been a member of the AICPA since 1961.
Guidance for reporting interest expense on debt-financed acquisitions and 
distributions involving partnerships. S corporations and other passthrough 
entities was recently issued by the IRS in an advance copy of Notice 88-37. The 
Service had previously provided temporary guidance on the allocation of such 
interest expense in connection with certain transactions in Notice 88-20 (see the 
2/15/88 Wash. Rpt.). Notice 88-37 provides the guidance necessary for reporting 
the interest expense taken into account by owners of passthrough entities in 
taxable years beginning after 12/31/86, the Service said. The IRS recognizes that 
many taxpayers have already filed their returns for taxable years beginning after 
12/31/86, the notice said. Therefore, the IRS said, "reasonable alternative 
4methods of reporting the interest expense described in this notice will be 
accepted regardless of whether the return was filed before or after this notice 
was issued." Notice 88-37 is scheduled to be published in Internal Revenue 
Bulletin 1988-15, dated 4/11/88. If further information is needed after reviewing 
the Notice, contact Michael J. Grace at the IRS at 202/566-3288.
SPECIAL: MEMBERSHIP OF AICPA TAX DIVISION EXCEEDS 20.000
Membership in the AICPA Tax Division had increased to 20.280 at the end of February, 
with more than 450 new members joining during that month. The Tax Division is one 
of several voluntary membership divisions which have been formed to provide AICPA 
members with products and services in specific areas of interest. The other 
membership divisions are the Division for CPA Firms, Management Advisory Services, 
and Personal Financial Planning. The growth in membership of the Tax Division has 
been attributed to the following two factors: 1) Changes in the tax law, and
penalties faced by CPAs and their clients have led to an increased interest in 
practice aids and information about tax law developments; and 2) The increase in 
products and services provided by the division. For example, the Tax Division 
recently issued a 90-page practice aid containing checklists for preparing and 
reviewing the major income tax returns and supplied information about the Revenue 
Act of 1987's provision to permit retention of fiscal years by partnerships, S 
corporations, and personal service corporations. The division also sponsored a 
meeting for its members to discuss current developments and issues of common 
interest to tax CPAs. For information about joining the Tax Division, please 
contact William Stromsem in the AICPA's Washington office at 1455 Pennsylvania 
Avenue, N.W., Washington, D.C. 20004-1007, 202/737-6600.
SPECIAL: AICPA TESTIFIES BEFORE SENATE FINANCE SUBCOMMITTEE ABOUT CIVIL TAX PENALTIES
"We...share your desire to simplify and rationalize the civil tax penalty structure." 
Herbert J. Lerner. chairman of the AICPA Federal Taxation Executive Committee. 
told the Senate Finance Subcommittee on Private Retirement Plans and Oversight of 
the Internal Revenue Service at a hearing on the issue of Internal Revenue Code 
penalties held recently in Washington, D.C. Mr. Lerner also announced the 
formation, by the AICPA Tax Division, of a Penalty Task Force comprised of 
individuals from national, regional, and local firms from throughout the country. 
Mr. Lerner said the Penalty Task Force is designing a practitioner survey that 
will "reflect the opinions and experiences of our 20,000 Tax Division members" and 
that the survey will focus on the "administrability of the penalty system from the 
point of view of the tax practitioner." He said the report by the Penalty Task 
Force will also address preparer penalties and those taxpayer penalties that the 
survey indicates are "most burdensome or are most difficult to administer fairly 
and uniformly." The Penalty Task Force is expected to complete its work by 
9/30/88 and Mr. Lerner told the Subcommittee that the comments and recommendations 
of the task force would be presented to the Subcommittee. Regarding the 
Subcommittee's review of the tax penalty system, Mr. Lerner recommended that four 
specific areas be examined: 1) The appropriate role of tax penalties within the 
tax system; 2) The relative impact of examinations, as compared to penalties, in 
encouraging taxpayer compliance because for many taxpayers the "desire to avoid 
examination is probably a stronger motivating influence" than the penalty 
structure; 3) The severity of each penalty provision relative to the seriousness 
of the infraction, which includes the importance to tax practitioners of avoiding 
penalties because of the stigma attached to being penalized; and 4) The necessity 
that penalties be structured in such a way that they can be administered equitably 
5and even-handedly throughout the system in all geographic areas and in all 
economic strata. The hearing was chaired by Sen. David Pryor (D-AR) who said the 
3/14/88 hearing was the first of a series of hearings that the Subcommittee will 
hold this year. He said later hearings will address specific problems that 
taxpayers are having with penalties, the mechanics of those penalties, problems 
the IRS may have in administering those penalties, as well as review reports from 
various interested groups.
For further information contact Shirley Twillman at 202/737-6600.
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